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PETXTI(}N FOR. APPR()VAL OQF THE REHABILITATOR'S PLAN

10 SELL ASSETS OF OMNICARE HEALTH PLAN TO COVENTRY HEALTH CARE,

‘Linda A, Watters, Rehabilitator of OmniCare Health Plan ("OmniCare"), by Michael A

S Cd}iﬁ Attorney General of the State of Michigan, moves for an order approving the

o :Réhabi.i.itatdf’é plan to sell some of the-.assets of OmmiCare to Coventry Health Care of Michigan,

o : --Rehabiiitaior r‘eﬁies on authority granted to her by Sections 8113 and 8114 of the Insurance Code

:.of'ln%(}._, as amended, MCL 500.8113 and MCL 500.8114, and on the facts and rationale set forth

" in this Petition.



L STATEMENT GF'FACTS

-1 Omnxcdre Health Piari was placed under supervmon in 1998 as perzmtted by Chapter

- ;81 ofthe insurance Code of 1956, M(_,L 500.8101 et seq. In Tuly 2001, the Commissioner of the

L .-Gfﬁce of Fmdnmal and Insu‘raﬂce Services petitioned the Court for an Order of Rehabilitation.

o ; :Pursuam to MCL 500 8114, the Court appomted the Commissioner as the Rehiabilitator. On

. .Scptember 11, 2{)02 the C’Gurt enter ed a final Order of Rehabilitation and Injunctive Relief.

. Under the Court 5 Ordm the Rehabmtator is requsmd to take such action as she considers

S "_f & neceb_sary or appropmat_e to reform or revitalize OmniCare and to pursue all avenies of

QTSR 1refc$rganizat'i'0'n' cénéolidatim,- conversion, merger, or other transformations so as to effectuate the

R .rehabﬁitdnon and mamtam a contmmty of health care services.

2 On }uly 29 2002, ‘zhe Court approvcd OmniCare's First Amended Rehabilitation Plan.

Ty The Rehdbﬁnatzon Plan provided, among other things:

a fozf Ehc pama’i payment of pre- rehabﬁltatzon debts
' ':..'b for the 1ssuance of surplus notes to cred1t0rs who elected to receive them;
a ':c., fo‘r the‘ -d!scharge of the -remammg balance of ail pré-rehabilitation claims; and

- : _d {hat Omm(‘iare s contracts with its pmv:ders would remain in full force and effect until
' further Ordcr of the Court.

o 3 OmmCare is a hiealth maintenance organization curréntly in court-ordered

o  3' ':"rehabihtation w;th appmxxmataly 63, 000 Medicaid members i provxdes health care services in

-4. The Court has qu”ISdl'Ctl{):ﬂ over creditor ciai.m‘s’ aga-in‘st’ OmniCare, The .Rehabiﬁtator‘s

S pian to seil some of the assets of OmniCare presentcd by this Petition will generate additional

Pty -_funds :'_tov;/ar'ds saitis'facticn of creditor claims against OmniCare.



5. OmniCare's primary business is a state Medicaid contract with the Michi gan

- | :Dép&ftrﬁent:af Cdmmunity Health (MDCH)Q The current Medicaid contract expires on

" :3_ Sépténﬁ'ber 30, 20{}4

6. An Invitation to Bid, Bid Number 07114001 168, was issued March 23, 2004 by

MDCH “The new Medicaid contract will cover the period from October 1, 2004 through

E _.'Se;pte:fn’b'er 30,2006, with up to three one-year extensions. The deadline for submitting a bid to

 MDCH is Friday, May 14, 2004.

7. Inorder to receive a 2004 Medicaid contract, a bidder must meet all applicable

. _-*_ﬁ.':Sta'tiithj,? 'ﬁhéﬁtﬁiél' requirements set fé;t’th in the Michigan Insurance Code, including: net worth,

' minimum eapital and surplus, and Risk Based Capital (RBC). Invitation o Bid, Section [V-B, p

= . 76. _Ih a&diti'o_ﬁ,'pﬁfsuaﬁt to the Invitation to Bid, a bidder who is purchasing a Medicaid HMO

" must submit the following;

1. An executed fully binding purchase agreement, dated on or before M ay 15, 2004
- between the purchasing bidder and the HMO(s) bemg purchased; or
- 2. Anexecuted fully binding funding agreement, dated on or before May 15, 2004, be
 ‘betweer a funding agency and the bidder: or
CU3, An Order from the Court authorizing the sale or purchase of one or more HMOs;
dated on or. - before May 15,2004, (Fmphasis added).
Invitation to- Bld Section IV B,p77.

g OmniCare -has gepmged to the Office of Financial and Insurance Services on Form FIS

320 (December 31, 2003) that s has a negative working capital reserve of §13.5 million,

= Pursuant to MCL 500.3 555(b) OmniCare shall not have a negative working capital reserve.

9, Omﬁi(ﬁarc does not meet the Risk Based Capital (RBC) requirements. Pursuant to

}V{CL 500.3551(4), the Commissioner is required to consider RBC requirements, as developed by

~ . 'the Nationial Association of Insurance Commissioners, in order to determine compliance with

' MCLS00.403, which requires that OmniCare be "safe, reliable and entitled o public



-3--:_confidence ! RB(, reqmrements are described in Insurance Buregau Bulletin 98-02. The

- ':_ s eqtabhshed standard is'200% RBC, to measure miimum needed capztal given the health plan's

L ; : 3_ ‘512 5 mﬂhon Which is $Z3 million short of 200% RBC lﬁvei

iO In order to meet the ﬁﬁanc:iai requirements o receive the 2004 Medicaid contract,

0 ::- wcrkmg Ldpltai and RBC requzrements it s mehg;ble to receive a new Medicaid contract in

"1~1“}i;?2004

12 The Rehablhtatlon P}an approved by the Court contemplates that OmniCare would

" ?':be rehabihtated overasto7 year perlod Hewever MDCH‘% decision to rebid the Medicaid

L e pl cscntq a chan.ge in c1rcumstances that renders the prevzously applovcd Reéhabilitation Plan no

. _-'-'longer wa_bie in‘any event.

13 Without a sale of membé?ship' asSets and a qualified, eligible bidder, the MDCH will

L s 1 reassxgn OmmCme 3 Medi(:did members to othet Mlchxgan HMOs effective no later than

: ”___-Gctober I, 20(}4 the expected effcctlve date of the new Medzcmd contract. The MDCH will

B 'transfer -the members without compensatmn to Omn-zCare‘ orits credﬂors

H THE AUTHORITV OF THE REHABILITATOR TO ACT

’14 The Rehabzhtator is acting pursuant to aath@rity granted her'in Sectzon 8114 of the

e 'g.f.'Ensurance Code Gf 1956, MCL 500.81 14, which prowdes in pertment part:

(2) The rehabilitator may take such action as he ot shc, Lomldem necessary or
appropnatc to reform and fevn:ahze the insurer including, but not limited to, the




_powers in section 8121 ( D6, (1), (m), (r),and (u). The rehabilitator has all the
- powers of the directors, officers, and managers, whose authority shall be
suspended except as they are redelegated by the rehabilitator. The rehabilitator
~has full ‘power to direct and manage, to hire and d1scharge employees subject to

any contract rights they may have, and to deal with the property and busingss of
~the insurer,

# ok

ﬁ.."'(4) If the rehabilitator determines that reorganization, consolidation, conversion,
---remsuranc,e merger or other tmnsformatmn 0f the msmer 15 a,ppmpriate he or

: rehahihtator for. anmoval of. the: z}Ian and after ncé;me and hearings s the court
~.may préscribe, the court may ezther approve or disapprove the plan proposed, or
- may modify it and approve it as modified, A. plan approved under this section
_-shall be, in the court's judgment, fair and équitable to all pames concerned. If the
- plan is approved, the rehabilitator shall 1mplement the plan.
' _'(Emphasxs added).

iS The Rehabihtat{)r has iegai tiﬂe to all of the assets of OmniCare piitsuant to Section

81 13 of the Insurarzce Code of 1956, MCL 500.8113, which provides in pertinent part:

(1)'An order to rehabilitate the business of a domestic insurer, or an alien insurer
- domiciled in this state, shall appoint the commissioner and his or heér successors in
- office as the rehabilitator, and shall direct the rehabilitator to tike immiediate

* possession of the assets of the insurer, and to administer therii under the court's

- general supervision. The filing or recording of the order with the clerk of the
- cireuit court or register of deeds for the county in Which the pnnmpal bisiness of
‘the company is conducted, or the county in whi ch its principal officé or place of

business is located, shall impart the same notice as a deed, bill of sale, or other

- evidence of ttt‘ie duly filed or recorded with that register of deeds would have
- imparted. The order to rehabilitate the insurer shall by operatimz of iaw vest title
L to all assets of the i insurer in the rehab;htator -

. :(Emphasm added). :

p11e THE REOUEST FOR BI]} PR(}CE‘SS

16 ?aced Wlth the éventual rcasczignment Of its appiommdtdy 63,000 Medicaid

: o mﬁérnb'ers o -other‘ :heaith mamtenance orgamzahons without compensation and to marshal and

preserve the max1mum vaEue of C}mmCare s assets for the benefit of the estate, the Rehabilitator



N ano‘ther eﬂtxty 'that would be eiigib‘ie -to bid on the Medic&i’c’i contract.

} 7. A Request for Bid letter on behalf of the Rehablhtdterwaf; issued on March 9, 2003,

: 'SOhmtmg offers fram mterested buye,rs to submﬁ then best and final offer to the Rehabilitator for

B :-_ the p'ufchas-é of as'sets of The Wellness Plan, aniCare Health Plan, or both. A representative

o copy of fhe Raquest for Bid letter is attached 1o this Petition at Tab 1.

18 The Request for Bid ietter set forth a t1mehne for the bid process, and enumerated

e :__c;ﬂ_terza that f,he _R_ehabilitator wou_ld consider when making her -bes‘f, judgment to detefmine which

o Offer or :;i_'c}mbi'néit_ioh of offers would best meet the needs of the creditors, members, and the

f:.buﬁﬁfc:'é‘%'-a"Wh:oié: The factors that were considered by the Rehabilitator in evaluating the

o proposed blds mcluded

s .i...a Are the bids fair and equitable to the creditors; members and the public as a whole?

b Wil the bids provide full payment to the creditors?
- -¢. How are post rehabilitation liabilities treated?
¢ 'What assets are being acquned?
. ‘'e. Commitment to employ current staff.
- f How much is being paid?
'g Operational experience and hithiy of the bidder and its management, including
_regulatory history.

_ '. h Availability of funds fo complcte the transactiofi and any contingencies reiated to the

~availability of funds.
i Fmanmal reserves and solvency of the bidder and the proposed new entity, it any.

19, On _M’éi_ch 17, 2004,.’[}1.6_Rehabi!itator received offers from three interested parties for

o U the purchase of certain assets of OmniCare.

R 20. The bidders were interested in purchasing OmniCare's Medicaid members and

R certam aé‘sefs, such as the provider network, and its certificate of autherity to operate a health

00 -rmaintenance organization in Michigan,



o __Bzd issued by the MDCH

22 The Rehabﬂztator detennmed that ﬁ‘ze offer from Coventry Health Care, Inc. best

T sat:sﬁe{i the seicctzon riteria and the interests of OmmiCare, its members, the credltozs

= ) mciudmg the pm"vzdcrs and the pubhc The offer from Coventry Health Care; Tric. will:

o A maxmize the amount of fetiin 1o the creditors of Omm@are‘;

'b pr@vuic contmu;ty of care to the approximately 63, O{)O Medmazd members of

R OmmCare .

e aiiow the coatmuat;on of services under certain exmtmg provider agreements in
' accordanw with the definitive purchase agreement and this Court’s order; and

d piowde contmued employment to ﬁome of the cuirrent ()mm(“am empic)yees

2’% The Rehabﬁztator signed a bmdmg Letter Gf Entent With Coventry Heait‘h Care, Inc.

o ___'on Aprﬂ 2 2004 fcr the pmfchase of c:ertam assets of OmntiCarc subject to thc., COﬂtlﬁ&CHCle‘s set

S fofth _m 'the _egttache_c’i Letter Gf {ntent and appmval o:f th;_s Court. A copy of the Lette_r of Intent is

~ attached ;to_ this Petition at Tab 2.

III SUM.MARY OF COVENTRY'S' OFFER Ti) PURCHASE
' ASSETS OF OMNECARE '

24 Coventry Hca}th Carc Inc isa pubhciy tradeé managed care stock cor pm atmn

T "_headqr.lafteﬁred m'Bethesda Maryland. .Coventry Health Care Inc.'ha‘s demonS'trated its ability to

R : successﬁ;liy pr{)wde managed health care for more than 2 4 mlihon members and 394 000

R Medwaui members in six markets Atthe end of 2003, Coventry Health Care, Inc. had cash and



1nvestment<; that totaie& $1.4 billion, with available cash more than adequ&te’ 'to compiete the

R ;_Qtianbamon S

25 In accordance wﬂ:h the attached Letter of Intent Coventry Healib Cam of Mlchlgan

. __ '-__'j{nc a 'Whoﬂy owned %ubs1d1ary of Coventry Health Care inc: (whmh su’bmdlary was created

o soieiy as the acqum’uon vehicle for the contempiated transactmn) will acqulre

E _:3 a OmmCare% HMO imense

. ' ':":b Omm( ‘are’ $ Medx_ca:d members Whi(}h will be trdnsferred and assxgned effectwe
o .:Gctobe;: I 2004 _

[ ':':c: the nghts to OmniCare’s centracted provider network to service the Medicaid

o ;membershlp being acqwrcd

. d. th@ rig,ht to hire certain members of OmmCare 5 c,urrent staff o the extent passfbie
. given the position openings that will be created.” Coventry Health Care of Michigan, Inc.
oo will use reasonabie best affom 1o interview, and conSIder current emi)loyees that meet or

e :"26 In order to successﬁ;liy bid on a 2004 Medxcald contract Coventry Hcalth Care of

PO Mlchlgan Inc must have a network adequate to pm\r}de ca‘re cto Omm(‘ar@ 8 Mcdicaid membcrb

o 3'5r qufﬁclent tima t(} renegetxate new contracts with-all of OmmCare s pmvxders

27 Therefole, ar extansmn of the exmtmg prowdef contract net‘wmk 18 necessary to

S enqme umntelmpted health care services for the 1mmber«; and for Cm entry Heaith Carc of

e gf : Mlchlgan Inc to have a pravxdet network m piaw upon the ef‘fectwe date of trhls transac:tlcsn

i On }uiy 29 2(}@2 ‘the Court afﬁrmed the c:entmuati(}ﬁ of ail exz.st:m,g, prov1dc1 dgrccments with



- 3 ::such ex1st1ng prowder contracts be assigned a,nd transferred to Coventry Health Care of

e > Mic}ugban ﬁinc effectxve October 1; 2004, anci such emsﬁng prowdei agrwments and contracts be

' _:' N _extended for 12 monthq until %ptember 30, 2005

28 Coventr'y Health Care of Michxgan Ine.'s acquxsztwn expresﬂy exchudes any and all

s i;abihtzes of Omm(?are All OmniCare hab;hties incurred at any timne, known and unknown

i dlse}osed and und1sclosed WiH remam with the OmniCare c.,,state Tf Coventry Health Care of

E S Mzchxgcm Inc is awarded a Mcdlcald contract by MDC,H then it will provide prospective

o _'COVGl age 1:0 the dcqmred 0mn1Care Medicaid members effective Getober 1, 2004,

.’29 Coveniry Health Care of Mmhigan Inc. has wmmitted {o pay in cash to OrmmiCare

. Ca an ameunt calculated as $200 multrphed by the number of actwe Medacald members of

L OmmCare that corﬁ;nu@ their enrollment with. Coventry Heaith Carc: of Mlchsgan Tnic. into the

e contract year begmnmg, Dc‘cober 1, 2004 as adjusted to reﬂec;t the actual numbe:r of Medwald

f;ﬁ members tha‘t commue their enroliment with Coventry Health Care of Mwhig,an Ine, through

i December ’%1 2004 A cash payment of’ $100 pet merber would be made 45 days aﬁcr October

S 1 2004 The remamder of the purchase price would be pa1d based upon the nuinber of such

L memb_ers thatjc'ontmued enmliment wzthCoventxyHeaith 'Careﬁ of Mmhigan; Tne. thfough

Y :r.bé“f-‘;c_mbzér 3 E';.’i'()_(}%l_.inul_.tiplied ny‘ $26;0,. less the ﬁamounﬁ__ previously paid.

: FV TIMETABLE-C{)URT_ A??R(}VAL- CLO‘SING EFFECTEVQ DA’E‘E

o 30 Thc controihng date for ﬂ'liS tramacﬁon is Fmday, May 14, 2004 whlch is the last

S '-busmess day that MDCH will accept blds for the new Mﬁdicald contract,

E 3] Because Coventry Health Care of MlChi&an Inc is purchasmg, among other things,

o ;OmmCare 8 HMO liL’“eI’lSB and Medicaid memberq it must %ubm;‘t an executed fully bmdmg



. __.-purchase agrcsm@n’s dated on of before Saturda% May 15 2004 or an 01d61 from the Court

o :'-authom?mg Ehe sale or purchase of OmmCare dated omor before Saturdaya May 15, 2004,

o ': '.f .'_-::'Inwtatmn to Bié WwB p 77,

32 The Ré,hablhtator and Covcntr'y Health C&re ef Mlchxgan Ine. anf;mpate thr::y can

e :::. . jdo*;e on the transaction by September 30 2004, and the sale wﬂl 'have an effecﬁvc, dats of

o Dc‘tober 1 2004

33 In ozder to meet the estabhshed umehnes and to nge effeat to the contemplated

e transactlon set forth in the attached Letter of Intent, it is necessaxy ior the Court to gwc its

c :"-'Inc before May 14 2004

VL 'N@TICE' s

34 The Rehablhtator will prc:vxde Netlce to mteresteﬁ person% as prowded by the Court's

o .: E{);zrder dated Apl'ﬁ 8 2004

RELEEF REOUESTE?)

i - I"he Rehabihtator ] plaﬂ to seii certam assets of OmmCa,rc t{} Coventry Health Carﬁ: of

_:"_i 3 :'-\/ilchlgan inc has been deSIgned to prowcie t"he greatest rehef posmble to t'he Gre{iitor% of

S : '._:--:'_fan‘ a,nd equitabie to (}mmCare 8 cred1tors members’ arld the: pubhc ACCOY&Tng1Y9 th@

L .Rehabﬁitator s pmposed tzansactzon with- Coventry Health Care of Mwhxga,n “{nc as qet forth in -

N ::'j_." 'the attached Letter of Intent should be approved

Based on the fore:gmng, the Rehabﬁztator reque%ts that the Court enter ¢ an order that:

S0



i Fmds ’shat the transactmﬁ set: for’th in the a,ttachcd Letter of Intent is'an army’s length

o :';‘m ansact;orz enfefed mto in good faith by the Rehabﬁxtaﬁm and Coventry fealth Care of

S __;:;Michlgan Inc o

2 Fmds that the Rehabilitator's sale of certain Omm("jdre aqsets to Covcnﬂy Health Care

S -.f_; . of Michiga,n inc under the terms and aonditmns set fc}r‘ih ihl the attdched Letter of Inien‘t is fair

P 5 and equltable and m the best mtere%s of the a,redﬂorqs provxders and membeis of GmmC&re and

‘i:he pubhc as a whoie

3 Fmds that pursuam to the tramachon descrlbed in the attacheé Letter of ¥ntcnt

s --_Coventﬁy Health Care of Mlchzgan Inc. does not, in any manner whatsoever assume &ny

- ':'Embthty amsmg out of or rela‘tmg to the business, claims, or habihtiefs of OmmCme exzstmg on

o ‘i,he date that the Order is entered, now or at any time in the futurc

4 Fmés that Coveﬁtry Health Care of Mzchzgan 121(: zs net a succes&er»-m mterest to

i ._ﬁ | Omnlcme of the Rehabﬂrtator aﬂsmg out of or reiatmg to the proposed transaction set forth in

__:thc, attac,hed Letter of Intent.

6 Approves and. authorizes the assxgnment and transfer of OmmCare q lmensc to

o s '_-E:'Coventry Health Care of M1ch1gan Inc. effecuve Octo‘be,r l 2004 in awordancn with the

L :_attac:hed Letter of Inteni and subject to approvai by the- &ppl oprmte govamment agency.

ol I __7.'1 _'_1_';1‘ the.-event that Ceveutryiiealth Care of Mmhigianﬁ. Inc. .hais not ex_e_cutﬁd a'

. renegotiated provider contract with an existing OmniCareprovider before October 1, 2004,

© . approves and authorizes the assignment and transfer of all OmniCare's rights and obligations

1



T _-"under Such ex:{stmg pmmder contxact to Coventry Heaith Care of M;cmgan Im effectlve

SR EIt _Octobcr 1 2004 and fu'r’ther d1rects and orciels thajc ‘EUCh exxsﬁng provzdei contract zs cxfended '

' f@r 12 manths and remam% in full force and effect untﬁ September 30 20(}8

nnnnn

9 Dlrectq and o1dels that all (f)mmCaue habihtzcs mcumed at a;ny tzme knewn zmd

o unkmwn dmciosed aﬁd undiscioseé remam w1th the OmmCare estate and qha}l be pazd

IO Authorlzes the Rel 1abzhtator to takc such Steps 43 may be neceqsary to effectuate the

: -'qale and transfar of 1?;5 member, coutracts, and certlﬁcate of authemty to Coventry Heaith Carc of

SEE _Macm gan Enu m accordmw with the attached Letter of Iﬁtent mciuémg but not lnmted to,

i ;:' :_- } 1 PrOvzdes quc;h oi;her and further direction as may be neccssatry t(} fuliy 1mpiement the

o propocsed tran‘aactlon

- Respectfully submitted,

”-MlchaeiA Cex O
Attomey ene Al

 David W. Silver (P24781)

Assistant Attorneys Genmai _
: Insurance&ﬁankmg Dwmon .
PO Box 30754 - '
- Lansing, Ml 48909 S
(517)373-1160 - S
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